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Why Some Cost Systems Fail to Produce
Desired Results
By Arthur S. Burton

During the past ten years the writer has had the opportunity
of working out the practical results in a number of cost systems.
This experience, together with a good working knowledge of
modern accounting methods, has led him to record his views as to
why some of the smaller manufacturing organizations fail to get
the ideal results as outlined to them when “cost system” is first
brought into their business. The following views supported by
a number of actual occurrences will readily point out to the reader
the drawbacks to be avoided.
Lack of Understanding
When the head of a manufacturing enterprise approaches an
accountant or systematizer it is the first duty of the latter to “size
up” his client as to his ideas on the cost system he wants—in other
words, to find out whether his opinions are based on his technical
knowledge of the business or are derived from an accounting
standpoint, for two reasons:
1 .—If he is a technical man he is apt to be at a loss to under
stand why certain information and records should be kept at the
producing end of the business, and why certain routines should be
strictly adhered to (in some cases by the workmen themselves)
to enable the cost man to give him the correct data.
2 .—If he is not a technical man and looks upon a cost system
from a purely accounting viewpoint, a number of questions assert
themselves before going ahead with the installation:
First—What information is to be gained from the cost data?
Second—Is the information to be gathered in such a manner
as to compare with estimates originally given for
contracts in work?
Third—Does he realize that the methods of estimating and
cost finding both should cover the same sub-divi
sions as used in the production data ?
Fourth—Is the system to be constructed so as to inform him
at any time the condition of the job in hand, so
that he may alter his methods of producing should
he be running over the cost of a certain operation,
or is it merely to give the cost of the job at com
pletion ?
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Fifth—Is the cost system to be the forerunner of a bonus or
piece rate system to be installed later, as the result
of the information gained by the cost reports?
Sixth—Does he realize that “red tape” and unnecessary detail
must give way to sound practical methods, but at
the same time just enough detail must be retained
for the checking of the results ?
Seventh—Is the present accounting system suitable for a cost
system to be interlocked with it, would it require
a complete change of present methods, or is the
present accounting system in such shape as to
render possible an accurate check on a cost system
run independently?
Note—The writer does not favor an independent system,
although he knows of several instances where it
produced excellent results, one particularly where
the payroll averaged $250,000 a year.
Eighth—Does he know that the more detail is required the
more help is needed, and through each stage of its
workings it requires thought and accuracy of
each person involved in making reports? Also
would the information gained be worth the
expenditure of employing two or three clerks, or
can the overhead only stand to be burdened by
one man’s salary for keeping cost records?
The writer’s reason for mentioning the above questions is the
fact that in some of the systems with which he has worked the
various points have not been made clear to the client at the time
of installation, and as a result some very good cost systems have
been seriously criticized. In some cases the man who installed
the system did not have the amount of credit due him simply
because there was a lack of understanding at the very start.
When a busy manager gets to the stage where he feels that
his present methods of recording data are not giving him the
information he wants, he is apt to look favorably on any improve
ment which might be outlined to him, without getting down to the
fine points as to how it will affect his whole organization—for it
will surely have some connection with every department from the
head of the concern to the shop boy. A system installed under
these conditions will undoubtedly have its drawbacks sooner or
later and is responsible in the majority of cases for such state
ments as—“We know how much it costs us to do a job, but we
can’t tell what part of the job makes or loses money for us,” or
250
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“We know whether we gain or lose on every job, but when this
information reaches us it is too late to remedy any loss,” or “Our
system tells us just how we stand when a job is completed, but
there is no way of comparing the estimate with the cost records
except in total figures. Why can’t the cost clerk tell us when
more material or labor is charged to a particular operation than
should be?” or “The cost clerk works mechanically and the
records mean nothing to him until the job is complete.”
Here is an excellent example to illustrate where a system was
criticized in the writer’s presence and the fault was very plainly
due to the man who installed the system inasmuch as he failed
to have the estimating records cooperate with the cost records:
A construction firm in this city which specialized in the con
struction of roof, sky and vault lights set in reinforced concrete
had its cost system arranged as follows:
Expense
Travelling expense
Board and lodging
Petty expense
Labor
Superintendent
Centering
Mason
Laborers
Miscellaneous labor
Material
Lumber and nails
Steel
Cement and sand
Glass
Joint filler and water proofing
Oakum
Miscellaneous
Tools
Large equipment
Ropes
Small tools
Freight and Cartage
Freight on glass
Freight on other materials
Cartage on glass
Cartage on other materials
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Sublet Work
Overhead
Direct overhead
Indirect overhead
The above sub-divisions were kept on each job and they
furnished the president of this particular concern with a good deal
of valuable information, but, when one tried to compare the cost
with the estimate it was out of the question. The estimate sheet
was made up in the following manner:
Details of job with number of square feet of glass area.
Number of cubic feet of cement work, including overhang
on ledges, etc.
Expense
$
Glass required, number units @ $
Centering
$
Installation
$
Freight and cartage
$

Total cost
Plus % profit

$
$

Total bid
$
The above figures were ascertained and worked upon scrap
pads which were afterwards destroyed when the total figures
were filled in their respective places on the estimate sheet. The
expense item covered the expected trips of the construction
engineer to the job together with any probable expense in sending
New York men to an out-of-town job. The glass item took in
the actual cost of the glass required for the job. Centering cov
ered both labor for installing forms and the lumber and nails
required, but these were not separated. Installation covered
everything else on the job except sublet work which of course
was vouched for by an outside estimate. The above system had
been in operation for about eighteen months when the writer took
hold of it and it took nearly two months and several heated argu
ments to convince the president, who was also the general man
ager, that the cost system was right but the estimating data were
wrong. Finally the estimating was changed and forms were
printed to conform with the cost system, and this overcame the
obstacle. It must be pointed out here that no extra work was
252
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involved in the estimating department, for it was necessary to
estimate the various classes of labor and material to reach the
bulk figures in the old system.
Red Tape
One of the greatest drawbacks encountered by the practical
cost man is red tape. This alone is responsible for some of the
above-mentioned statements as to why the system failed to give
the desired result. It is practically out of the question to expect
the average mechanic to record petty detail, and 75% of them
absolutely refuse to do so. In cases where they are obliged to
keep certain records they do so only half-heartedly, with the
result that when they are questioned regarding the accuracy of
the reports they make they have the old excuse that “they are not
bookkeepers.” It is very hard, indeed, to find a system in a manu
facturing establishment where the cost man does not have to
depend to some extent upon the reports turned in from the pro
duction end. Where the seat of production is in another town,
which frequently happens in building construction, it is very diffi
cult to get some of the most practical construction men to turn in
correct reports suitable for the recording of cost data as outlined
by the system in use. The average production man is too
busy getting the job in hand done, or laying out of his schedule
for the following day, to be bothered by unnecessary red tape and
petty detail. Consequently after correspondence has passed a
feeling of enmity is created which usually ends in the cost records
becoming useless.
Then again, hair-splitting records tend to occupy the time of
the cost clerks, who could more profitably use a little time in look
ing over the day’s work for comparisons in material used accord
ing to labor expended or for reasons why the average cost per unit
fluctuates. The writer has always endeavored to set apart some
period to check up his records and look for trouble, but where a
man’s time is taken up in recording petty detail this cannot be
accomplished with the same effect. The tendency under these
conditions is to make him work on “the more accurate than right
basis,” and he usually fails to detect the more important fluctua
tions until some time later.
The following is an instance which will illustrate the unneces
sary detail mentioned. A construction house in this city decided
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to install a cost system which, theoretically, would answer any
question the management might care to ask regarding any of its
many out-of-town jobs as the work progressed. Several thou
sand dollars were expended to install these wonderful tell-tale
methods. The plan was outlined to the general manager with
the strict understanding that one man could run it comfortably
without any trouble whatever. Two months of operation found
the cost man with two men and two girls assisting him and draw
ing total salaries amounting to close on $7,000 a year, working
like slaves from 8:30 a. m. to 5:30 p. m. each day in order to keep
up with the work.
One instance will be enough to show the reader why red tape
methods kept five people busy on a supposedly one-man system.
The correct formula of concrete used was one part cement to
three parts sand and gravel. Sand at that time cost about $1.25
per cubic yard. The weight of a yard of sand averages from
2,700 lbs. to 3,200 lbs. according to its condition as to moisture.
The system was outlined to record the cost per pound of sand
bought (which, striking an average of 3,000 lbs. to the cubic
yard, was .0416c. per lb.) and the number of pounds used each
day. This method meant that every cubic yard of sand and
gravel worth about $1.25 per cubic yard had to be converted from
cubic yards to pounds and the price calculated to four decimals
of a cent per pound—which was all unnecessary, to say nothing
of the inaccuracy of the weight, as it was only approximate, there
being a difference of about 500 lbs. per cubic yard according to
the condition of the sand.
The practical way would have been to record the number of
cubic yards purchased and used in terms of cubic yards at so
much per cubic yard. The purchase order read cubic yards and
the quantities on the estimate sheets referred to cubic yards.
Therefore, why go to all this trouble of changing to pounds?
Another bad feature was that if one wanted to know how many
yards of sand went into the job he had to add up the pounds and
divide by the average used. The estimating department did not
care about pounds of sand used, but it did want to know how
many yards went into the job. These methods of red tape and
useless petty detail lasted about six months when the firm went
into the hands of a receiver. The whole organization from the
general manager to the office boy was fired, with the exception of
254
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three practised men. Then began the work of building up the
business. The old trustworthy cost system was put back, with a
few added features. It is now about three years since the receiv
ership was released. The firm has met all its liabilities and has
made a substantial profit.
The increased cost of production caused by red tape methods
in a cost system is not to be ignored as is shown by the following
incident. A large mill on the outskirts of New York employed
about 700 men. Of this number about 100 were experienced
mechanics who were employed exclusively in the repairing and
maintenance of the mill, equipment and machinery. The mill was
spread over an area equal to about four city blocks in length and
a half a city block in width. The machinery was heavy and in the
majority of cases had to be repaired where it was placed. The
machine shop, blacksmith shop, tool-room, store-room, etc., were
all placed at one end. The cost system provided that “no material
was to be given to a mechanic without a written order from his
foreman.” Breakdowns were very frequent because of the heavy
wear and tear on the machines. A hurry call would come over
the telephone to repair some trouble, probably at the far end of the
mill. Sometimes it would only require a few bolts to put the
machine in working order, but for the time being the machine was
useless. A mechanic would be sent to do the repairs, but he must
first find out what material he needed before he was allowed to
obtain it from the stores. After he found out what he needed he
had to seek his foreman (who might be at the opposite end of the
mill on some other work) to sign the material slip. When that
was signed he went to the store-room and received his material.
Hundreds of these slips would come up to the cost department
with only one bolt on each. Can one imagine the time lost by the
men, the idle time of the machine and all the unnecessary labor
in the cost department through carrying out a system of this kind ?
The writer overcame this by opening a machine shop material
overhead account, which was charged with 100 bolts of each size
usually kept for that purpose. Records proved in one year that
the material overhead account which was charged with various
items of this nature showed an expenditure of about $350 after
inventory had been deducted at the end of the year. This amount
was charged off to the various machines in proportion to expendi255
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tures for both labor and material on each machine for repairs.
When one considers that the materials purchased for the upkeep
of this mill alone amounted to about $75,000 per annum, $3 5 0
appears a very small proportion compared with the cost of a
machine tied up from 15 to 45 minutes for the sake of a miserable
bolt costing about ¾ of a cent.
The lesson to be obtained from these experiences is “Comb
your cost system for unnecessary detail and red tape.”
Another important cause of the failure of a cost system to
produce results rests with the man who has charge of the work.
Some men who term themselves cost accountants fail in this
important work for the simple reason that they do not think it
necessary to know much about the work they are doing apart
from automatically recording reports which come to them through
the various channels of routine. What use is a cost report to an
executive if the cost man does not know whether it tells a true
story of conditions or not ? A successful cost man usually makes
it his business to find out how one operation relates to another and
posts himself so that he can readily analyze reports from
mechanics or foremen. The best way for a man to learn all he
can about his system is to insist on being allowed to spend some
time at the seat of production and carefully to note the various
operations, so that when his reports come in he can picture in his
mind what is going on at the plant. In this way he is not only
gaining a practical knowledge of the methods of production but
he is able to distinguish where the leaks occur and so make
himself more valuable to his employers.
For example, take a structural steel shop where steel tanks
are being made from ¼ inch plates. During 1918 the market for
steel plates was very uncertain, and plates needed for a job had
to be purchased, in a number of instances, much larger in length
and width than was necessary. If one needed a plate 36 inches
wide by 50 inches long he probably had to buy one 36 inches by
60 inches long. In this case it would be necessary for the men at
the shop to shear or burn 10 inches off the plate. Now, suppos
ing the time clerk reported work on this plate as laying out, punch
ing, etc., and did not report shearing or burning, the cost man who
was not familiar with the job operations would not be able to
point out that the report was wrong because it did not have time
for shearing or burning, while the other operations were charged
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too much as they probably contained the total time on the job.
Then again if he made it his business to become familiar with the
details of a shop bill or bill of material to compare with his
vouchers he would have an excellent check on the purchasing
agent to see that the purchase orders were being marked for the
correct jobs and would avoid material being charged incorrectly.
This would also post him as to whether or not more material was
purchased than was necessary for the job. A good many leaks
caused by spoiled material can be caught in this particular busi
ness if the cost man takes enough interest to learn all he can about
a shop bill and a blueprint so far as material is concerned. By
following these methods the cost man who is fond of solving
problems will find it very interesting work, and gradually he will
become anxious to see how his figures compare with those from
the estimating and producing ends.
In a number of cases a cost system is looked upon with sus
picion by some departments in the organization.
If it is outlined with care to catch the leaks and mistakes of
others, the cost man has to be very careful to have his reports
correct and to be able to understand and argue with the heads of
the departments upon their correctness. For instance, if a sales
man or an estimator estimated a job too low, and the cost man
could not stand back of his figures and point out that the job was
too low, he would have a very poor chance of convincing the head
of the business that he was sure of what he was doing. More
over it would give the other departments a chance to dispute
the figures at some future time to cover up their own faults.
While on the subject of keeping tabs on the “other fellow’s
work” it will not be out of place to cite an instance which came to
the writer’s attention some months ago. A construction firm
employed several salesmen. One of their number was considered
the final authority when there was keen competition from other
firms bidding on the work. In the majority of cases this star
salesman brought home the signed contract. Men from the other
firms could not understand how he could underbid them as condi
tions were about equal. It appears that this same man had the
superintending of the installation of his jobs. He also furnished
a list of material used on each of these jobs to the cost man. The
cost man had nothing to guide him as to whether it was right or
wrong nor could he read a blueprint. This went on for a number
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of months until it came time to take an inventory. It was then
found that the stock of material was several thousand dollars
short. Upon investigation it was found that the star salesman
had installed much more material than his material-used slips
called for and he had been putting “one over on the cost man and
competitors” all the time. The business changed hands and the
man who took it over had no job for this so called “star.” He
had a system installed whereby he knew what went into a job and
how it was estimated.
It seems strange how some men will invest their capital and
energies in a business and depend on the organization to make it
go for them. Yet there are many doing it today. When failure
stares them in the face they realize how much better it would have
been to have mapped out a method of procedure at the start to
give them definite information as to how they stood as they went
along.
The foregoing experiences deal mainly with cost systems in
use by firms doing special or specification work such as structural
steel, concrete construction and fixtures, where jobs are taken
according to plans and specifications. No attempt is made to deal
with manufacturing a product for stock or the market.
Any criticism or suggestions regarding these views will be
looked upon favorably, as it is from the other fellow’s views that
knowledge is gained. At any rate, it is the man who actually
works the cost System who tends to make it a success or failure
and it would be beneficial to the readers of The Journal of
Accountancy to hear a little more from the man who actually
does the work.
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